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Problems of Small Businesses in the Economy 
Americals small business concerns operate in our huge 
economic complex, along side some very large economic 9iants� 
In this economic environment, these small businesses ere sometimes 
confronted with many problems. Foremost among the problems that 
small business faces are management weakness-involving the lack 
of management abili ty, and financial uJeakness-rela ting to the 
lack of adequate capital and dreditQ 
These and other problems sometimes cause some people to claim 
that small business is dead@ However, Robert R. Natham Associates, 
after conducting a study of opportunities for small business? 
reported in 1965 that: 
'Small business is not dead, and reports stating 
such have been greatly exaggerated. Neither economic8 
of scale, nor corporate giantism, nor massive 
government procurement, nor automation, nor taxation 
has reduced the small businessman to in9igni cance�1 
Many opportunities for small business exist; yet, small 
business confronted with the resulting ifladequacies of smallness 
in a huge economy_ 
Creation of the Small Business Administration 
Early in the 1950's, the two Congressional champions of small 
business, the United states House and Senate committees on small 
business initiated action resulting in t creation of the United 
States Small Bu ness Administration in 1953. In this reQort 
W.8 lUill b. 8 conc8.rnl�d wiJ.h what t,he .S,ma.ll .. Business A..fIm1nistrat,io./), 
is doing to aid anel promote small busin.e...§.§..!.. 
e d  
e p u r  s e s  o f  a s s i s  n g , c ouns ng, and p ro t e c  ng t h e  
i nt e r e s t s  0 s I b u s in e s s  c c e rn s s I t  ea v e r s t o  i n s u r e  
t ha t  a f a i r  s h a r e  o f  v e rn m e n t  p u r c ha s e s  and c on t rac f o r  
s u p  e s  por t i on e d  s I b u s i n e s s . I t  mak e s  loans t o  
q uali f y i ng s mall b u s in e s s  conc e rn s  and t r i e s t o  ai d s mall f i r m s  
i n  i m p r o v in g  t h  r mana g e m en t  s k i lls . F i nall y , t h e  S mall B u si ne s s  
A d m i n  t ra t i on i s  r e s pons i bl e  f or li c en s i n g , r e g ula t i n g , and 
loaning f un d s  to S mall B u s i ne s s  Inv e s t m en t  Com p e s  ( S BI C s ) e 2 
n e s s  Adm i ni s t ra on h as f o u r 
t ha t  o r i g ina t e  f rom t h e  p u r po s e s  o f  t h e  a g enc y . T h  
1 .  F inanc ial as s i s tanc e  
2 .  Mana g e ment as s i s tan c e  
3 .  Proc u r e me n t  as s i s t an c e  
o r  f unc ons , 
inc d e : 
4 .  p on s i b i l i ty f o r  S mall B u s in e s s  In v e s t m e n t  Compan i e s  
S B A's p ro g ram s a n d a c t i  t i e s  r e la t ing t o  e a c h  o f  i fou r majo r 
f unc t i o n s  w i l l  b e  p r e s en t e d  t e r  i n  t h i s r e p or t , a f t e r  a b roa d 
loo k  a t  t h e  or z on and s co p e  o f  t h e  a g enc y .  
g e o g ra p h i c  l y  s t r u c tu r  
I B u s in e s s  A d m i  t ra on h a s  s e v en o f f i c e s  loc d 
i n  o r  
Was h in g t on ,  
t i e s  t h ro u g ho u t 
3 D .. C "  
e n on . S B A ' s  h ea f f i c e  i s  i n  
W i t h in t h e  a g en mana g e m en t  i s  t h e  r e s pons i b i  an 
A ni s t r r ,  w h o  i s  a p p o i n t e d  t h e  e s i d e n t  w i t h  t h e  c o n s  
o f  t 
b y  t h e  Ad 
4, 1 0 6 e m p  
o f  5 e "  
r e s p ons i b l e  
a p p ro 
o 
and fou r p u  A d mi s a t or s , w h o  a r e  a p poin d 
n i s t r  4 On J un e  3 0, 1 9 6 6 S B A p e r s onne l  t o  e d  " 
e e s . num b e r , 6 w e r e  wor k in g  i n  t i n g  
e S n e s s  A o n ' s  e r s onn it' e  
f or a t e r in g  $ 1 , 0, 000, 00 0 i n  t o t  c u  v e  
ons t o  S n g  f un d , as o f  Jun e 3 0, 1 9 6 6 .  
I B u s in e s s A d m i s t  
d e ra on o f  Ind e p en d en t  B u s in e s s ,  
on , and t h  
p e r cen t o f  U . S  .. 
small businesses have at some time d pended on S8A for d, 
especially for financing. When considering 1 e organiz 
sources of loan funds or credit, one discovers that of all small 
businesses two percent depend on the Small Business Administration, 
twenty-two percent de with banks, and savings and loans, and 
seventy-six percent work with suppliers, manufacturers, or others 
in obtaining needed funds$7 
Although the percentage of sm�l businesses that have dealt 
with the Small Business Administration appears to be low � small 
business is not a small interest groupo Depending upon the 
definitions regarding size, small businesses comprise up to 4.7 
million of the nation's 409 million business units, or ninety-five 
percent and employ 3 0  million Americans.8 
Now we will consider SOArs programs in relation to its 
four functions .. 
SECTION II 
SSA'S FINANCIAL ASSISTANCE PROGRAM 
The Program in General 
Size Definition 
If a small business falls within the size definitions set 
by the Small Business Administration, it may qualify for a loan 
from the agencY0 SBA defines a small business as one that"d08S 
not dominate its field. and has assets of $5 million or le8s, 
net worth of $2i million or less, and average net income of 
:H· million or less in tile two mas t recent years of business .. ,,9 
Loan Characteristics 
The Small Business Administration's financial assistance 
program conforms very closely with the general characteristics 
of most Government loan programs� Such programs are character­
ized by� 
1$ dane of competition with private lenders 
2,, !� nasi:;, n secured loans 
3Q Elaborato procedures on loan acquisition and 
servicing 
4. Large proportion of applications denied 
5. Uniform interest rates 




e excep on 
iremen 
ese ener Ie " 
d est c ons h t 1 
Business Admi s a on has set in ste ng i financi 
assistance program. One i ortant rest ction applies 1 
loans .. e agenc , by law, can not e a loan if a b ness can 
obtain fu s from a bank or other p vate source. Therefore, 
in ci es of 2 0 0 , 0 0 0  or more, a siness or indi du must 
ned wn by two banks before applying to SBA r a loan. In 
ad tion, plican are 
re will be no 





sc min ion in emp 
bas on race, color, or natio 
( Ine gibili ) 
yment or Ser 
o n,,11 1 1  
ces 
Ad stra on's position is clear in 
restricting its lending. SBA says that "because it 
blic agency using taxpayers' funds, it has an unusu 
responsibility as a lender." For this reason, certain applica ons 
are rendered ineligible. e 1 Business Admi strat 1 1  
not make b ness loans under these conditions: 
1. If the funds are otherwise availa e on 
reason Ie terms 
2 .  If the loan lows 
of proper 
eculation in any kind 
3. If plicant is a non-profit enterp se 
4. If the loan finances recrea on or amusem 
cilit s, unless t facilities contribute 
e he th or general w b ng of the 
public 
5 .. If the ant is a newsp 
shing comp , r  




6 .  If percent or more of e net s es of 
the app ant derived from t sale of 
coholic beverages 
7 .. If any of e gross income of the applicant 
(or any of its p nci al owners ) is de ved 
from bling acti s 
B. f t loan provides funds an enterp se 
primari eng ed in len or investments 
9. If the loan encourages monop y or is 
inconsistent the accepted standards of 
h rican stem of free competitive enterp i 
1 0 .  If an finances real proper at i , 
or be, held for s e investment 
1 1. If loan is used to relocate a �iness for 
othe than sou d business purposes. 
t e s t  ric e B n e  
n on h a s  e s ta i e h e d  g en e r  c r e t r e q u i r e m  Se 
Th e y  s t  e tha t t loan i cant m u s t :  
of 
1 .  B e  g oo d  c ha rac t e r 
2. S how a li t y  ope ra t e  h i s  b u s i n e s s  
s uc c e s sf ully 
3. e eno u g h  c ap i t i n  t h e  b u s in e s s  so t ha t  
w i th a n  S B A  loan h e  can op e ra t e  o n  a s ou n d  
f i nan c i al bas i s  
4 .  S h o w  t h e propos e d  loan i s  of s ou n d  va e 
5. S how that t h e  pas t  ear n i n g s  r e c o r d  and 
f u tu r e  p rosp e c ts of th e f i r m  i n d i c a t e  a b il i t y  
t o  r epay t h e n a n d o t h e r  f i x e d  d e b t ,  i f  
any , o u t  of i nc o m e  
6. If t h e  v en t u r e  i s  a n e w  b u s in e s s ,  b e  a b  to 
pro v i d e  from h i s  o w n  r e s o u r c e s  app-r o  ma t e  
h alf o f  th e tot r e q u i r e d  f u n d s . 13 
e S ma B u s i ne s s  A d mini s tra tion a d mi t e r s  s e v en 
o r tan t loan p r o g rams t o  p ro v i d e  f i nanc i al as s i s tan c e  s mall 
i n e s s .  x t ,  ea c h  ty p e  of loan w i ll ba p r e s en t e d  s eparat y @  
i ne s s  Loa n s  
F ir s t am o t s e v e n  p e s  i s  t h e  i n e s s  an @ s 
an i s  th e b e s t  known o f  1 o f  S ' s  loans and i s  e s tr e n g t h  
t h e  f i nan c i a s s i s tanc e  p r o g ram as a whole .. 
p ro d e  work i n g  c ap i  o r  
f i na n c e  c on s t r u c  o n , e xpans i o n ,  mac h in e r y , e q  pm e n t ,  
fac ili t i e s , s u ppli e s  o r  m a t e r i  s .  1 4  
e loan i s  n y ea r s , p s t amoun t 
m e  n e e d e d  for c on s t r u c  on . One e x c ep on , h ow e v e r , i s 
i n g  c i 
5 x y ea r s  .. 
loa n s , w h i c h  a r e  g rant fo r a m 
on may mak e 
m u m  t e r m  of 
an i e l  
o r  i t  , i f  pos b l e , e n li s t  ths c oop e ra t i on of a ban k  
pa r ti c ipa in mak i n g  e loan an pli cante In si t r c a s e 
t amoun t 0 Governmen funds t be c t ted to e 
rrower 1 ted , 000; bu t ,  e to amoun t of t loan 
can be up $ 100 , 0 if a k par tic a tes w i th SBA in ing 
e loan" 16 
The Small Business Admi s tra tion charges five and one-h f 
percen t in teres t on i ts share of these loans" If a bank par ti­
cipa tes in making the loan , the bank may charge i ts normal ra 
of interes t on i ts share of the 10an. 1
7 
by SBA in i ts Business 
Loan ap ica tion forms includes: 
1 .  Purpose of the loan 
2" Balance shee t of the business 
3 " Income s ta temen t of the business 
4.. Colla teral offered 
5. Three-year forecas t of earnings 
6" Personal financial s ta temen t of the individual or 
individuals applying for the loan 
7 .. Perso his tory of the indi d or individu s 
plying for the loan 
80 lara tion tha t applican t wi comply th t 
non-discr on requiremen ts in e V I  of 
1 Righ t of 1964 
9 .. And the num ber of employees now employed the 
business and the addi tio number tha t will be 
e 
emp yed as a resul t of the loan. (See en x) 
According to the nanci Assis ce rec r a t  5 's 
Chicago eld office , i t  takes abou t ten s to process a 
business loan applica tion--assuming tha t the applican t has 
prope y filled ou t the necessary forms and accep 1 f 
SBA's terms re ng colla t ,e tc. 
ng the risk and pa ten 
on iness ans , the Small Business 
pub ca ons co mmo e 1 e by ban 
e credi t appr s s. cco 
al rep ment possibili ties 
Admi s tra tion us some 
and 0 r len rs 
e nanci Assis tance 
t c a g  , t h e s  n c l u d e : 
" 
2 .. 
a n d  
1 s h e d  b t 
c a-re r 
p u b l i s h e d  b y  t 
O f f i c er s , r 
r e t  1 
N a t i o n  
p u b  s h e d  
p r o p r i e tors h i ps 
I f  a Bus i n e s s  L o an i s  a p prove d ,  there i s  a c l o  n g  f e e  
a m o u n t i n g t o  t h e  gr e a t er o f  e i ther 0.00 o r  o n e-eigh t h  o f  o n e  
p er c e n t  o f  t h e  a mount o f  t h e  l o an p ro v i d e d  by t h e  S ma l l  B u s i n e s s  
A d  . . t t· 18 mlnlS "r a l o n  .. 
I n  a d d i t i o n , i f  a b a n k  o r i g i n a l l y  p ar t i c i p a t e s  w i t h  S B A  
i n  mak i n g  t h e  l o an a n d  l a t er d e c i d e s t o  p urc ha s e  S B A ' s  s h ar e  o f  
t h e  t o t al l o an , there i s  a n  i n t er e s t  e s c a l a t i o n  prOV i s i o n  t h a t 
p erm i t s  t h e  b an k  t o  r ai s e  t h e  i n t er e s t  r a t e  o n  t h e  p urc h as 
l o an u p  p er c e n t  p er y e aro 19 
D ur i n g  f i s c  
4,000; t ,  
i s  u t  ,800. 
l o a n  was a b o  
a c c u m u l  v e  average l o an s iz e  f or a l l  y ears 
e a v era g e  l o an t erm s f or 77 mon ths. 
l o s s  ra t e  o n  S ' s  s h ar e  o f  
b s h a v e  p ar t i c i p a t e d  i n  
1 l o ans i s  2.6 p er c  to I n  a d d i  o n , 
m o s t s i  p er c e o f  e num r o f  
a n s t t v e  b e e n  p ro v e d@ 
I n c i d en t  y ,  a s c h e d u l e  o f  1 B u s i n e s s  L o a n  pro s ,  
b y  y e ar , a v ai l a b l e  f r o m  t h e  G o v er n m e n t  n t i n g  O f f i c e.. I t  
l i s  t h e  a mo u n t  o f  e a c h  l o a n , t h e  n a m e s  o f  b u s i ne s s e s  r e c e i n g  
t h e  l oa n s  a n d  t h e i r  lo c a t i o n  b y  c i  a n d  s t e. 
n c e  b ir t h  o f  t h e  B u s i n e s s  l o a n pro g r a m  u n  1 Ju n e  30, 
966, ,260 l o a n s  w er e  a p pro v e d  i n vo l v i n g  $2,8 ,800,000 o f  
S B A  a n d  k m o n e y ..  e c t o n  t h e  n e  p a g e  ( n e s s  o an s-
A p p l i c a  ons R e c  v e d  a n d A p pro v e d ) i l l u s tr e s  r e c e n t  l o a n  
a p pro 
19 
ra t e s  .. 
a n d  1 9  d u e  
e ap pro ra t e  i n c r ea s e d  s i  p er c  e n  i n  
a n  S B A  p o l i c y  c h a n g e ,  e m p h as i z i n g  s l er l o ans" 1 
Figure 1 
BUS I NESS LOAN�; 
APPLICATIONS RECEIVED AND APPROVED 
CALENDAR YEARS 1 960 - 1 965 
THOUSANDS OF LOANS 
20 
Loan" A p p li cations Recei ved 





1 960 1 9 61 1 9 62 1 963 1 964 
Supporting Schedule 
NumBER OF APPLICATIONS 
YEAR RECID WITHDRAWN DECLINED APPROVED 
-
1 960 8 ,8 53 7 2 2  3 ,89 9 4,0 1 2 
1 9 61 1 3 ,68 0 8 8 1  5�526 6,8 3 6  
1 962 1 1 ,2 45 9 0 9  5,1 3 5  5,953 
1 9 63 1 0 ,0 04 7 24 4,3 37 4 , 9 7 5  
1 964 1 7 , 8 5 4  9 50 5,1 49 10 , 70 7  




1 ,0 63 
1 ,500 
.. 748 
7 1 6  
1,764 
8 51 
Source: S ma l l  Busi ness Adm i nistration 1 965 A n nual Re pa r� p.15. 
8 
-
Vi e t n am, 
l o a n  pri o 
ve n m e n t ' s  n o n  g o a  
1 B u s i n e s s  Adm i s tra t i o n  r e c e n t l y  
s y s t e m  a s  l l o w s : 
1. a n s  t o  b u s i n e s s e s  l o c a t ed i n  ar e a s  t ed 
f or s u b s t a n t i  o r  p er s i s t e n t  u n e m p l o y m e n t  
i n  t h e  D e p ar t m e n t  o f  L a bo r  re p ort . 
e w ar i n  
o p t ed a 
20 ans t o  b u s i ne s s e s  w h i c h  r e du c e t h e  anc e-
o p ay m e n ts d e f i c i t  t hro u g h  e xp or t  s al es . 
3 .  L o a n s  t o  b u s i n e s s e s  w h i ch c o n tri b u t e  t o w ard 
a c h  v em e n t  o f  p r ec i s e  na o n a l  g o  s 
s u c h  a s : 
a .  B u s i n e s s  n e c e s s ar y  G o vernm e n t  
p ro c ur e m e n t  a c t i vi t i es. 
b .  B u s i n e s s e s a t  c o n  i b u t e  t o  r edu c in g  
a i r  o r  w a t er p oIl u o n .  
c .  s i n e s s e s  t h a t  c o n tri b u t e  t 
d e v e l o p m e n t  o f  F edera l l y  o w n ed 
re c r e a t i o n  l a nds . 
4. L o a n s  i n  t h e  p u b l i c  i n t er e s t, b a s ed o n  l o c a l  
n e eds , w h i c h  c l e ar l y  h e l p  t o  s tr e n g t h e n  t h e  
l o c a l  e c o n o m y  b y  pro vidi n g  a n e eded s er v i c e ,  
produ c t ,  f ac i l i t y ,  o r  s i g n i f��a n t n e w b u s i n e s s  
o r  e m p l o y m e n t  o p p or t u n i t i e s . 
S B A ' s  Admi n i s tra t o r  h a s  s a i d , i n  r e g ards t o  t h e  pri ori t y  
s t e m: 
are n o t  i n  t h e  a f f l u e n t  p o s i t i o n  o f  h a  n g  
t h e  m o n  t o  f i n an c e  e v ery d e s er vi n g  l o an 
a p p l i c a  o n  t t c o m e s  to u s .  h a v e  b e  
s e c t i v e ;  w e  h a v e  t o  l ook r t h e  o p p t u n i t i e s  
t h a t  are g o i n g  t o  b e  e m os t h e l p f u l. 
pri o p 0 t y  s y s t em are n o t  n e c es s  
o l u t e  i n  p r a c  e ,  b u t  t h  are c o n s idered s eri o u s  
d e p e nd i n g  u p o n  t h e  n a t ur e  a nd r e as on f or t h e l o an ,  a nd t 
l y  
e c o n o  e n  o n m e n t  o f  t h e  are a w h i c h  e S B A  o f f i c e  s er ve s . 
v o p m e n t  C o mpan y a n s  
S e c o n  o f  t s e ve n  p e s  o f  l o a n s  a 1 u nde t 
nan c i  A s s i s t an c e  Pro gr a m  are S B A ' s  c D e ve l o p m e n t C an 
a n s, 
or g an e d  
i c h  w er e  f ir s  e i n  9 5  0 
l o c  
g ro u p s  o f  c i  z e n s  
a nd S t a  d e ve p m e n t  c o m p  e s ,  
u n  e r t  e a n  e c o n o  c proj e c t  
n i c o m m u n  t e , f f i  
f irms i n  e lac ar e a . 
T h e 1 1  Bus i n e s s  d m i  s a t  n 1 1  l o a n  a o p m e n t 
e i  t y  p er c e n t  o f  t h e  f u nds n e eded f or a pro je c t ,  i f  
C o m  provi d e s  n p er c e n to s i s  a f o ur- t o - o n e  m a t c h  
o f  G overnm e n t  t o  priva t e  f u nd s . 2 4  
S B A m a y  l o an u �  $ 3 50 , 0 0 0  t o  a D e v  o p m en t  C o m p an y  f or 
a m a x i m u m  t erm o f  t w e n  - f i v e  y e ars a t  f i v e  t o  f iv e  a nd o n e  
p erc e n t  i n t er e s t .  e D e v  o pm e n t C o m p an y  c an u s e  e f u nd s  
b u y  l a n d , b u i ld a f a c t or y , a c q u i re m a c h i n er y  a nd e q u i pm e n t , o r  
c o n s tru c t  s h o p p i n g  c e n t er s p ac e  f or smal l b u si n e s s e s . 2 5  
A s  a n  e xa m p l e o f  h o w  t h e  D ev e l o pm e n t C o m p an y  a n  c a n  w o  
b e l o w  i s  a bri e f  s t udy o f  o n e  S B A l oan; t a k e n  f r o m  S B A ' s  1 9 65 
A n n u al R e p or t : 
E ar l y  i n  1 9 65 t h e  t o wn o f  K ezar F a l ls , M a i n e , 
w a s  prema t ur e l y  s e n t e nc ed t o  d e a t h . The o wn er s  
o f  t h e  a l  woo l e n  m i  t h e  e c o n o m i c  m a i n� s  
o f  the com m u n i t y  f o r  g en era t i o n s-- d e c id e d  t o  
c l o s e  t h  r plant and l i q u ida t e  t h e i r  h o ldi n g s . 
e e m p l o y e d  2 5 0  o f  t h e  t o wn@s 8 6 9  r e s id e n  
I t  c i n g  wou ld m e an K ez ar F a l l s' s  omo 
Y e t  t h e  p l a n t  w a s  c s ede T h e  s e p c e  w a s  
u t  $ 4 5 0 , 0000 Th e p e o p  o f  K e z ar F I s  kn e w  
e ir o n ly c h a n c e  k e e p  t h e i r t ow n  a l i v e  w o u 
b e  a t  b u y  t h e  p l a n t e  A f u nd s i n g  dri v e  n e t t  
$ , O. s w a s  f ar s o f  t h e  a m o u n t  
n e eded b u t  t h e  p l a n t  o wn ers a c c e p t ed i t  a s  a 
s i t  a n d  v e  e s p eop l e  1 20 d a y s  t o  
s e  t h e  r e m a i n der. 
At t h e  s a m e  t i m e , a sma l l  N e w H am p s h ir e  w o o l e n  
m i l l  e x p re s s ed i n t ere s t  i n  a l o n  t er m  l e a s e  o n  
t h e  a n t .  I t  w an t ed e xp a nd t s  o p er a t i on s .  
e p eo p l e  K ezar F a l l s  f o rm t h e  Pars o n f i  d 
D ev o p m e n t C orp. a n d  p reac h ed S B A  for h p. 
S B A  proved a deve l o p m e n t  c om p a n y  a n  f or 
$ 3 5 0 , 0 0  f or t h e  co A loc b a n k  n 
loaned t h e  c or p o  e c o s t e 
1 w a s  m e t. 
e 1 1  i s  o p er n .  I t  e s 9 2  
e o  e a n d  an a n n u  r o l  o f  , 0 0 0. 
thin a s h o  t tim e , a u t  0 0  p er s o n s--n e a  
on e - i rd o f  t h e  wn1s p o p� � on--are e x p e c t e  
b e  l o y ed e p l a n t� 
Collateral on a Development Company loan is us ual ly a first 
mortgage on the project being financed. Banks are encouraged 
to participate with the Small Business Administration in making 
a loan, for if a bank takes a forty percent share of the loan, 
SBA will award a first mortgage on the project to the bank . If 
the bank will take the entire loan, SSA will give it a ninety 
'/ 7  percent guarantee against any 1088e9.-
The degree of bank partici�tion is usually high. As a result, 
while SBA r egulations permit the ratio of Federal to private 
dollars to be four to one, the current ratio is only two to one. 
Community interest has baen a motivating force and has led to 
the more extensive use of private funds. The loss rate on these 
loans is a \Jeraging only two-f if ths of one p ercen� 
280n 983 loans 
appro ved since 1959 for over $155,SOO,000.
29 
Economic Opportunity Busine ss Loans 
The third type of loan that SSA is authorized to make is 
the Economic Opportunity BUsiness Loan. Before 1964, the Small 
Business Administration had a s pecial loan program, termed the 
"six-by-sixl! � I t offered ��6, 000 for to six years to operating 
businessBS and proposed new businesses. 
HOI!Jever, the "six-by-six" loans were superceded, j.n 1964, 
by the Economic Opportunity Business LOElris-authorized by Title IV 
of the Economic Opportunity Act of 1964�30 
Nature of the Program 
Essentially the program functions, under the Act, to provide 
Upoverty" loans.. The program is carI'ied out exclusively in 
larger cities, and primarily in areas that are experiencing 
3 1  concentrated poverty problems,. Most of the loans are made to 
peopls with very low incomes, who want to go into business, or 
who arB presently in business$ 
In i 1965 Annual Report, the Small Business Administra on 
stated that "most [of the applican who rece1 \led l oans] lived 
in city slums0 About forty percent were Negroon32 
r SBA's lending purposes, poverty is currently d ined 
as ranging from $4040 at less ·of income per year for a single 
33 person, to $7590 for a family of Saveno 
,Proyisions .of .the. Program 
Qualified applicants can get loans of up to 31 5,000 for 
a maximum of fifteen yearso The interest rate is four percent 
in very dep ressed areas; otherwise, it is five and one-half 
percento 
Collateral on the loan is required if it is available; but 
SBA will rely on the applicant's character, skills, and ideas 
for security, if there is reasonable assurance that the loan 
. 34 will be repa�d .. 
Loan Volume and Losses 
By June 30, 1966 the Small Business Administration had made 
��19, 400,000 in Economic Opport.uni ty Loans'!' At tha t time the 
program was only two years old, and SBA had not estimated what 
its losses on the loans would beo However, the Administrator, 
as reported in "Barrons'.1.Business and Financial UJeekly, said that 
ha!!.�wwon't be surprised if the loss ratio on poverty loans 
could run as high as in fiscal 1967�n36 
Administratipn of the Progra� 
Although the funds for Economic Opportunity Loans are 
supplied by SBA, the loans are made only at Small Business 
Development Centers (SBDCa), located in the heart the problem 
areas. The program .is administered primarily by the Office 
of Economic Opportunity, which sets eligibility requirements and 
bears most of the administrative costso37 
DISAS TER LOI�NS 
Dis�ster Loans are the fourth type o f loan au lable under 
the Small Business Administration's Financial Assistance program. 
These loans are unique because they are the only loans that SBA 
makes to home-owners, churches, and privately owned institutions 
. 38 
as well 6S bU8�nessss. However, this program does not cover 
fZ.rmers and stockmen, as they aJ;e covered through the Farmers 
HOnle Jl,dminis t:i:: 8 
With the above exception, those wno suffer damages from 
hurricanes, fl o ods, or other natural dis aste rs are eligible to 
receive loans to restore or replace their property. The maximum 
matu ity is thirty years and the interest rate is three percent. 
The amount of the loan is li mited to the actual sust ained loss, 
less any insurance payments received. Collateral is re quired , 
l.
. f . t iI.O any EO\l.S ,s .. 
The loan volume und er this program was extremely heavy 
in 1965. Due to hurricarn Betsy in early September, 2 6,310 loans 
were approved in 1965 for a total of $206,900,000. The number 
of loans made in that year exceeded the nu mber made in all 
i� 1 previ ous year0 Presently the loss rate on these loans is 
1 l. L�2 about 3. percen�. 
other Loan Programs 
Compared to the nature and volume of the four loan programs 
pre§ented above, the following three types of loans are less 
importante Therefore they will be given a bbre vi a t e d a ttenti on . 
Econ omlc Iniury Disaster Loans 
These loans are made to small firms that have suffered 
8ubf:>tantial economic injury because of a major disast.er-the same 
as with the Disaster ans; but, they are limited in that they 
d t f' . I . . 1- 1 I '  I. ' l}3 are m;;! e '0 . �nance wor o.ng capJ,·CB_ Bne J.nvem::orl.es � 
The loans have maturities of up to a maximum of t hi tty yearso 
. i�L} The interest rate is three percent and collateral is requlred� 
P 5. s pIa c e d., .B u s 1 n e s s Loa!.l s 
Displaced Business Loans ar e made to small firms that have 
suffered economic losses because of th r displacement as a result 
of Federally-aided urb an renewal, hi ghway, ;;!nd other construction 
programso The loans can be used to re-establish and to make 
some reas o nable improvements on the business. 
The maximum maturi is irty years. The interest rate 
is currently ur and one-quarter p e r c en t , and collater is 
J:'equi.:redn 
Last are the Smell Business Administration's Product 
Disaster Loans@ They are made to small firms that have suffered 
substantial economic injuries as a result of being unable to 
procesS or market their products because of spoilage. Thess 
loans are made primarily to provide working capital so that the 
firm can continue in business. Again, the terms are three 
percent interest, thirty year maximum maturity, and collateral 
. . d 46 l. S  requ1.re .. 
SECTION III 
SBA'S MANAGEMENT ASSISTANCE PROGRAM 
Program Policy and Emphasis 
The Small Business Administration's second major function 
is to provide management assistancBo According to SBA's 
Management Assistance Director at the Chicago field office, 
it is SBAv� policy to act as a motivator or catalyst for 
management assistance, and to help small businessman obtain 
management atJili ty, first ,and financial assistance, s8ccmd­
whenever possible. Further, as a matter of policy, it is not 
the intention of the Small Business Administration to compete 
with private counselling agencies, but rather to help small firms 
tl t can rlot ff d . t . . this 1"1." sld_4. 7 " B _ a' or pr�va e serV1.Ce8 �n _ 
Service Corps of Retired Executives 
Probably the greatest single stride forward in SSA's 
Management Assistance Program has been made through the Service 
Corps of Retired Executives (SCORE) Programe Thus far, some 
3,000 executives have volunteered their time and effort to 
help small businesses through the Small Business Administrationo 
Some of the SCORE volunteers are well known ex-presidents and 
officers of highly respected companies� They donate their help, 
generally at no cost, to small businesses employing less than 
twenty-five workerse To date SCORE volunteers have helped Borne 
10 "7.5 11 . th l.. t d '  19-' Li.a ; ,6.). sma rms. Sl.nce e program was s·..,ar e l.n b"�" 
-1 I, 
Tll:Ls group, th its 138 chapters throughout he nation 
has an entire staff equaling,in si almost three quarters the 
total number of employees working for the Small Business Admin­
istration. The Service Corps of Retired Executives has provided 
much of the personal attention that SSA could not have made 
available otherwiseG BUsiness Week magaZine points out: 
If this service had not been instituted for 
people in distress, the SBA might at best have 
referred a businessman to its loan department 
or made more invitations to attend the monthly 
workshops on management techniques; it would 
not have had the manpower to offer individual 
attention" Ll-9 
Further, pusiness Week points out that the primary reasons 
for SCORE's success are that: 
1� It offere� an outlet for the pent-up 
energies of the nation's fastest growing 
u�fank of t�18nt-retired 8)<ecuti ves. 
2& It offeres small businessmen� without 
charge, �he commodity that it may well be 
shortest of-objectivityo 50 
In addition to the SCORE program, the Small Bus 8SS 
Administration conduc other activities, including workshops, 
problem clinics, its own c unselling program, and �p6n�ors joint-
coopeJ::at;ion programs wi 
trade associations@ 
universities, night-schools, and 
Trade associa ons are paid by SBA to produce articles 
for small business which are designed with the self-appraisal 
and self-help approacho In 1965, 4.3 million copies of OBe 
articles were distributed to small businessmena Some are so 
at nominal prices and the others are freeQ51 
Intra-Industry Management Program 
The Small Business Administration sponsors a management 
as stance program called "H1P"--Intra·.lndustry I-ilanagefnsnt 
Programa Hers SSA works with large corporations and trade 
associations to devise management training programs r client 
or mambe ratailers9 According to the Chicago Management 
Assistance Director, the program has worked well particularly 
'I 
o t R 
H o  Poin t ,  a n d  A l lis ers . 
A s ma l l busin e s s  t h a t  p ar c i  t e s  in e I n tr a- I n  s t  
Man a g em e n t  Pro g ra m  c an g e t  
t r a d e  a s s o ci a ti o n s  o n : 
vic e f r o m  r g e c o mp a  e s  a n d  
1. R e c or d  k e e pin g s er vic e s  
2. A d v er sin g 
3 .  E f fec tiv e s e l li n g  
4 .  C r e dit a n d  c o l l e c ti o n s  
5 .  P ers o n n e l  
6. F in a n c e 5 2  7 . A n d  s t o r e  l o c a ti o n a n d  l ay o u t . 
Pro b l e m  elinic s a n d  E x p or t  D e  opm e 
A n  ar e a  w hic h t h e  S m a l l  Busin e s s  A d minis tra tio n  i s  d e v e l o  n g  
i t h e  Pro b l e m  C linic . Th e pro b l e m c linic is a n  ar e a  w h e r e  
g e n er a l  tra d e  g r o up s  a t t e m p t  t o  fin d w ays t o  d e v e l op m o n e y-
m akin g s h o r t c u t s  s uc h  a s  sid e-lin e pr o duc t s  a n d  s t a n d ar diz e d  
b uildin g s  a n d  f i x t ur e s, e t c . 
n ly, S B A c o n du c t s  e xp o r t  d e v e l opm e n t  pro g r a m s  f or 
s m a l l  busi n e s s , in c o o r din a ti o n  wit h t h e  U . S .  D epar t m en t o f  
5 3 C o m m erc e .  
S E C T I O N  I V  
S B At S  O CUR E ME N T  A S S I S TA NC E  PROGR A M  
N a t ur e  a n d  Purpo s e  
A s  s t  e d  e arlier , o n  g e  t w o , t h e  S m a l l  Bus in e s s  A d min -
is tra tio n e n d e a v er s  t o  in s ur e  t h a t  a f r s h ar e  o f  t h e t 
G o v ern m e n t  purc h a s e s  a n d  c o n tr a c t s  f or s uppli e s  is p o r  o n e d  
s m a l l  busin e s s. I n  1 9 65 S c o m b in e d  i t s  pro cure m e  a n d  
m a n  e m e n t  a s sis t a n c e a c  tie s  i n  o r d e r  e limin a t e  
n g  o r  o v er l appi n g a c  t i e s ,  a n d  t o  e f f e c t  f a s t er 
s er c e  in i pro g r a m s  t o  h e lp s ma l l  busin e s s e s s e l l  to t h e  
v er n m e  t o  
S 's ac t i  s in t h e  ocur e m e n t  s is t a n c e 
pri 
to r 
d ire c t e d  t o w ar d  m o  v a tin g o t h er GO v er n m e n t  
o gr a m  are 
e n ci 
e v e  purc h as e s a n d  c o n tr a c t s  f o r  s 1 busin e s s. S B A  ale 
issues artificata8 of competanc/i to small firms desiring 
contracts with the Government. 
Set-Aside Programs 
Prior to 1965 the Small Business Administration conducted 
a joint set-aside program with the Defense Department and other 
major Government agenciese SOA set minimum goals for awards of 
contracts to small business and reviewed purdhasing policies of 
many Government agencies. However, in 1965 SBA decided that 
post-facto review was not working well. With the consent of the 
Defense Department and the Bureau of the Budget, the Small 
Business Administration switched its program to a unilateral 
set-aside arrangement, calling for Government agencies to 
voluntarily reserve as many contracts as possible for small 
. 55 bus�nesse 
Perhaps the greatest reason for the switch to the 
unilateral set-aside program was the tremendous amount of 
resistence from the Defense Department to SBA's goals in the 
56 joint set-aside programa 
With the unilateral set-aside program, many contracts 
are reserved and award to small business. Further, in 1966 
for example, 4107 percent of the contracts awarded to large 
businesses were sub-contracted to small businesses.57Regarding 
this voluntary reserve program, the Director of the Bureau of 
the Budget reported to Congress in 1966 that small business 
was receiving B full share of the increased procurement in the 
58 defense area. 
Certificates of Comp ency 
The Small Business Administration issues "certificates 
of competency" to some small businesses, as one of its procure-
ment activitie8w They are explained in SBA's 1965 Annu 
A I business submitting the lowest bid 
on a vernment contract which finds i abili 
to fulfill the contraot under quee on by the 
contrac ng officer may apoeal to SBA. SSA will 
study the firmis productive capaci , its 
ability to obtain needed production equipment 
space and specialize d person nel, and ito 
financial r090urC8:'�.. If SGA finds he firm 
c an f ulfill the c ontract, the agency awar d s  
a «certif i c ate of c ompetanc y V  f o r  tha t 
specific contract. This certification usually 
brin g s  the s mall firm t he a�ard. 5 9 
C u mm ulatively throug h  1965, the S mall Business Adm i nistr a tion 
received a t o tal o f  4 ,231 applic ation s f or certifica t es. Of t h ose, 
60 1859, O D  somewhat less than hal f, were a p p r o v e d. 
SSA received 517 a p p lica t ions and ap p r oved 220 .  Of 
In 196 5 ,  alone, 
t he 220 
c ertif i ca tes aw ar d e d, 199 were a c cep t ed by gov ernment a gencies 
a n d  the con t racts were a wa rded.61 
S/tj(:5 
The Small BUsines s Adminis t ratlonA t h a t the contr a c ts a wa r de� 
clu rin g 1965 ... as a res ul t  o f  "cer t i ficates o f  c ompetency II sa ved 
taxp a y e rs $4,0 0 0 ,000, because small �irrn� w ere low b id d e r s  o n  
t h e  c o n t rac ts in v olved . Based o n  BBA's a dministrati ve ex penses 
f o r  tha t yea r, of whi c h  $ 1,002,625 wen t t o ward h an d ling a p p l i­
c at.i o ns f o r  "certi f icates of c ompetency !I, t he ne t s av i n g s  
"' ° 62 t he t ax p ayer was a p p ro>(ima tel y 4?3, 0 0, 0 0 0  .. 
other Pro c u rement S ervic es 
C o ntr a c ts In formati o n  
The Small Business A dminis tra t ion tempts to hel p s ma l l  
businesses by a ss istin g t.hem to ta ke p a rt i n  the bi d s  o n  
Governmen t c o n t ractso As an inf o rmat i o n  s ervice, SBA p u blishes 
6'z a lis t o f  available contracts in the C o mmerce B usiness Dail�* J 
IlEx tra E f,fo rt" Progr<';l.!!l. 
S in c e  1 9 63 the Small B usine s s  Administra t ion ha s had a 
progr am c a lle d  "e eff o r t li des igne d  to hel p s mall f irms get 
subcontrac t ing w o rk fro m hug e  p rime c o ntractorse The lar9(2) 
c o n t ra c tors are encourag ed by SSA to work wit h  the a g enc 
in re vie wing their contr a c t s  an d in fin ding small firms to � e 
s u b contrac t ing work. 64 The new Federal Building i n  Chicago 
was p a rtly subcontracted to small fir ms for construction through 
the lIextra effor t ll  pro g ram" 
Curr e n t l y  39 larg e  com p anies are participating in the 
"extra effortH program. The companies a ccount for s ix ty<�tluo 
percen t of Defense Dep a r tmen t s p e n din g m  T o  aid these comp anies 
an vernment agen ss in dist buting contract wo 
� .  65 SBA has a computer data inventory of some 64,000 small r�rmS0 
Together the firms in the inventory account for 11,000 different 
product lines and manufacturing processes, 143 construction 
activities, and an assortment of research and development 
b '1" J • 66 capa l. �Cl.GSo 
Government Surplu.�.es 
Finally, the Small Business A dministration is a ble to 
help small firms to get some of the equipment and materials 
that the y need, from Government surpluses. Sometimes small 
firms can get available Government surpluses at thirty percent, 
J f ·  . 1 t 67 or .ess, 0 01'1.g1.na COS"' .. 
SECTION V 
SMALL BUSINESS INVESTMENT COmPAN IES (S81Cs) 
Creation of S8ICs 
Pu.rpose of S81Cs 
The Small Business Administration's fourth major function 
is to administer the Small Busi nes s Investment Company (SBIC) 
program. SBICs were established by Congress in 1958. The 
purposes as set forth in the Small Business Investment A ct 
were to: 
Improve and stimulate the national economy in 
general and the small business segment thereof 
in particular by establishing a program to 
stimUlate and s upplement the flow of private 
equity capital �nd long-term loan funds which 
small business concerns need for the sound 
financing of their business operations and 
for their growth, sxpansion, and modernization'68 and which are not available in adequate supplyaJ 
Need for SB ICs 
1 Business Inves tment Companies were created p marily 
to supplement SBAfs financial assistance programs. Until 1958 
the Small Business Administration could provide only loan funds 
to small businesses@ Some vehicle was needed to provide 
a p i t 21 1  f u n  Til e  5 6  r w e r e  c r e a t e d  t o  r em e  t. h e  s i t u a t i o n o 
Th e 1 95 8  A c t ,  a n d  i t s s u b s e qu e n t  r e v i s i o n s , e s t a b l i s h e d  t h e  
S B r e  p r o g r am u n d e r  t h e  au t h o r i t y  o f  t h e  S m a l l  B u s i n e s s  A d m i n ­
i s t r a t i o n  i n  a d i v i s i o n  k n o w n a s  t h e  S m a l l  B u s i n e s s  I n v e s t m e n t 
D . . .  6 9  � V � S � (J n a  
S B A ' s  A u t h o r,i t y  B.n_d Fl e s po n s i b i l i ty f o r  5 B I C s 
Th e 5 m a l l  B u s i n e s s  A d m i n i s t r a t i o n i s  a u t h o ri z e d  t o  l i c e n s e ,  
re g u la t e , e x a m i n e , l o a n  f u n d s , d e l i c e n s e ,  a n d  i s s u e  c e a s e  a n d  
d e s i s t  o r d e rs t o  S O I C s ?
O
S i n c e  t h e  t o t a l  a p p r o p r i a t i o n  f o r  t. h e 
S m al l B u s i n e s s  I n v e s t m e n t.  
S B I C  p r o g r a m  ac c o u n t s  f o r  
A d m i n i a t r a t i o n ! s  p r o g r a m s  
C o m p a ny p r o g r am is $400 m i l l i o n , t h e  
a b o u t  o n e - f i f th o f:  t h e  S m a l l  B u s i ne s s  
7 1  a s  a w h o l e .  
N a t u r e  o f  S B I C s  
De f i n i t i on o f  ? n  S B I C  
A S m a l l  B u s i n e s s I n v e s t m en t C o m p a n y i s  d e f i n e d b y  S 6 A  
as " a p r i v a t e l y  o w n e d  a n d  p r i v a t e l y  o p e r a t e d  s m al l b u s i n e s s  
i n v e s t m e n t  c o m p an y  wh i c h  h a s  b e e n  l i c e n s e d b y  t h e  S m a l l  B u s i n e s s  
A d m i n i s t r a t i o n  t o  p r o vi d e  e q u i t y  o r  v e n t u r e  c a p i t a l  a n d l o n g - t e r m 
l o an s  t o  s m a l l  f i r m s . u 7 2  s a r c s  d o  n o t  f a l l  u n d e r  s t a t e b an k i n g  
l a w s , b e c a u s e  t h e y  a r e  n o t  e s s e n t i a l l y  ban k s o H o we v e r , t h ey 
mu s t  o b s e r v e  s t a t e  l a w s  l i m i t i n g  i n t e r e s t  r a t e s " 
F o rm a t i o n  o f  a n  S B l e  
S m a l l  B u s i n e s s  I n v e s t m e n t  C o m p a n i e s  a r e  s t a r t e d i n  t h e  
f o l l o w i n g  ma n n e r Q F i r s t ,  r o u p  o f  p r i v a t e  i n v e s t o r s a p p l y 
t o  t h e  S m a l l  B u s i n e s s  A d m i n  -c r e t i o n  f o r  a l i c e n s e t o  o p e r a t e  
a n  S B I C o  T h e y  m u s t  b e  r e a d y  t o  i n v e s t  a m i n i mu m  o f  $30 0 , 00 0  i n  
c a s h  o r  e l i g i b l e  g o v e r n m e n t  s e c u r i t i es a s  s t o c k h o l d e r s  i n  t h e  
p r o p o s e d  S 8 1 C , t h ey m u s t  h a v e  a p l an o f  o p e r e  o n , an d 
mu s t  p r e s e n t  t o  S S A  a p r o p o s e d  s t a f f , w i t h  w h i c h  t o  an 
e qu a t e  j o b  of o p e r a t i n g  a n  S B l C . 
A s  s o o n  as t h e  i n v e s t o r s a r e  a p p r o v e d  a n d  l i c e n s e d  b 
t h e y  c an s t a r  t i n t o  b u  n e s s  a s  a n  ::3 13 I C o  Th e S 8  I e  c a n  tJ1 8 11 " 
g r o w  q u i c k l y  b y  s e l l i n g  a m a x i m u m  o f  O O , O O� i n  s u b o r d i n a t e d  
2 0  
d e tH 3 n  u r e s t h e  Sma l l  s i n e s s  A d m i n i s t r a ti o n . e d e b en -
t u r e s  c a rry a f i ve p e r c e n t  in t e r e s t  p r o vis ion , nlat u r e  i n  tw e n t y  
y e a r s , a n d pr o v i de that p a y m e n t s  s ta r t  af t e r  t e n  y ea r s . 
I n  a d di tio n t o  t h e  l e ver a g e  o b tai n ed b y  s el l i n g  th e 
d e b e n t u r es t o  S S A ,  t h e S mall B u s i n es s  I n ves tm e n t  Co mpa n y  may 
qua li fy f or a n o t h e r  l o a n  f r o m  S S A ,  called an " o per ati n g  l o an " ,  
us i n g  i t s  as s ets as co lla t e ral, fo r u p  t o  anot h e r  $ 3 0 0 , 00 0  • 
T h e  maturity o n  th i s  l o an i s  f i f tee n y e ars a n d  t h e  i nteres t  rate 
i s  f i v e and o ne - h al f  pe r c en t . This s e c ond lo an i s  s up p o s ed t o  
g i v e  t h e  S B l C  added f u nds o n  wh ich t o  operate a n d  t o  c o v e r  t h e  
e xpe n s es o f  gettin g s tar t e d �  
I n  ef f ec t , a n e w  S B l C  c a n  recei ve $ 60 0 , 00 0  i n  l o a n s  f r o m  
t h e  S m all B u s in e s s  Admi n i s t r atio n o n  i ts i n i tial pri v a t e  
in v e s tment o f  $ 3 0 0 , 0 0 0 , a t w o - to - o ne l e verag e adva ntage, a n d  
t h u s  h ave a t ot al o f  $ 9 0 0 , 0 0 0  with whi ch t o  operate. A n  S B I C  
may f urt h e r  is s u e a dditio n al s t o c k  to priv ate i nves t or s , an d  
m ay b orr o w  f r o m  s o u r c es o t h er tha n  t h e S mall Bu s i n e s s A dmi n ­
i s t rati o n  i f  the r ati o o f  o u t s tan d i n g  indebted n es s t o  pa i d - i n ­
capita l  an d s urplus d o e s  n o t  e x c eed f o ur-to- o n 8 .
7 3 
S B IC Op e ratio n s  
S o.u,r c G S  a n d  u tili.z at -; o n  o f  Fund s 
O n c e  e s tabli s h ed ,  an S B l C can o perate g e ner a lly o r  may 
s pe c i ali z e  in s u p ply i n g lo n g - te r m  l o a n s  and e q ui ty to certai n 
i n d u s t r i e s , s uc h  as e l e c tr o n ic s 0 B u t  th e o p e r ators o f  an S B l e  
mus t now a g r e B  t hat in v e s tments in real B s tate c o mpani e s  w i ll 
not e x c e e d  on e - th i rd of th e S B l e ' s  i n v e stment po r tf o l i o , d ue 
7 4  t o  the h i gh ly s p e c u l a t i v e  nat ure o f  s u c h  i n ves tm e n ts o  
The c h a rts o n  pa g e s  t w e n t y - t wo a n d  t w e n t y - � h r e e  i l l us tra te 
the S O U ;C C 8 ,  a n d  d i s p o s i  t i o n  o f  S m a l l  B u s i n e s s  I n v Bs t rn a nt C a m p a  
f u n ds at t h e  end o f  t h e  f i r s t quar ter o f  1 9 6 5 . A t  t hat me , 
s a l C s h a d  r e l i e d  u p o n  t h e  S m a l l  B u s i n e s s A d m i  
a b o u t  f o r t y  p e r c e n t  o f  th e ir f u n ds 0 O f  th e i r  to 
t r a  o n  f o  
f un d s , t h 
h a d  i n v e s t e d  ab o u t  t h r s e- f o urt h s  in small b u s i n e s s 8 s , a nd w e r e  
h o ldi n g  t h e i r  o t h e r  f u n d s  a s  cas h an d g o v e r n m e n t  s 8 c u r i t i C B @  
F i g u r e  2 
S O U R C E S  O F  S B l e  F U ND S  
IYl I l l I O N S  O F  D O L L A R S  
1 , 0 0 0 �� ________ � ______________________________________ --, 
r===l F u n d s  B o r r o we d  Fro m  S B A  
8 0 0  F u n d s  B o r r o w e d  F r o m  O t h e r s  7 2 9 . 8  
P r i v a t e  C a p i t a l  S t o c k  6 8 0 . 7  
a n d  P a i d - i n - S u r p l u s  60 4 . 0  
6 0 0  
5 0 3 . 4 
4 0 0  
1 9 3 . 1  
2 0 0  
o L-�--__ � __ -L ____ -L __ � ____ � __ L-____ L-__ � __ �� 
lYl a r  .. 3 1  
1 9 6 1 
�la r . 3 1 
1 9 6 2  
lYl a r . 3 1 
1 9 6 3  
lYl a r . 3 1 
1 9 64 
lYla r . 3 1 
1 9 6 5  
S o u r c e : S m e l l  B u s i n e s s  A d m i n i s t r a t i o n 1 9 6 5  A n n u a l  R e p o r t ,  p . 2 1 o 
2 2  
Fi g u r e  3 
S B l e  I N V E S TME N T S  A N D U N I N V E S T E D  F U N D S  
M I L L I O N S  O F  D O L L A R S  
1 , 0 0�--------------------------------------------------------� 
8 0 0  -
6 0 0 -
4 0 0  
2 0 0  
o 
o C a s h  an d U .  S .  GO v e r n m e n t O b l i g a ti o n s  
lYl a r . 3 1 
1 9 6 1  
Ou t s t an d i n g  B a l an c e s  o f  L o an s  a n d  
I n v e s t m � n t s  i n  S ma l l  B u s i n e s s 8 s 
4 9 9 . 2  
lYlar . 3 1 
1 9 6 2  
5 9 4 . 5 
lYl� r . 3 1 
1 9 63 
6 5 7 . 0  
lYl a r . 3 1 
1 9 64 
7 0 7 . 9  
lYl a r . 3 1 
1 9 6 5  
So u r o e : S m a l l B u s i n e s s  A d m i n i s t r a t i o n  1 9 65 A n n u a l  R e p o rt , p . 2 2 .  
2 3  
F i g u r e  4 
S 8 l e  G R O S S  L O A NS A N D I N V E S Tm E N TS 
m I LL I O N S  O F  D O L L A R S  
6 0 0  
5 0 0  
40 0  
3 0 0  
2 0 0  
D 
o 
1 0 0 7 �  
o 
C a p i t a l  S t o c k  o f  S m a l l  B u s i n e s s e s  
4 9 1  
D e b t  S e c u r i t i e s , W i th E q u i t y  
F e a t u r e s , o f  S m a l l  B u s i ne s s e s  
' L o a n s  t o  S m a l l  
B u s i n e s s e s  
2 3 4  
3 8 7  . 
5 3 9  
? o u r c e : S ma l l  B U s i n e s s  A d m i n i s t ra t i o n  1 9 65 A n n u al R e p o r t , p . 2 3 .  
, , 
2 4  
0'10 1 
A S m al l B u s i n e s s  I n v e s t m e n t  C o m p an y  i s al l o w e d  t o  i n v e s t  
u p  t o  t w e n t y  p e r c e n t  o f  i t s p r i v a t e  c a p i ta l  i n  a s i n g l e  b u s i n e s B � 7 5 
F o r  t h e  s m al l e s t  S B r C  t h i s  a m o u n t s  t o  � 6 0 1 0 0 0 ;  f o r  t h e  l ar g e s t ,  
i t  c an a m o u n t  t o  w e l l  O V e r  $ 1 , OOO , OOO � T h e S 8 l e  m a y  i n v e s t  i n  
a s ma l l  b u s i n e s s  b y  b u y i n g  i t s  s t o c k  o r  i t  m ay m a k e  a l o n g - t e r m  
l o an t o  t h e b u s i n e s s  r an g i n g  f r o m  f i v e  t o  t h i r t y y e a r s , a t  u p  
t o  f i f t e e n  p e r c e n t  i n t e r e s t . 7 6 Th e f i r ms a p p l y i n g  f o r  f i n an c i n g  
t o  5 8 1 C s a r e  u s u a l l y  r e j e c t s  f r o m  c o m m e r c i a l  b a n k s ; h o w e v e r ,  
a s m a l l  bu s i n e s s  d o e s  n o t h a v e t o  b e  r e j e c t e d  b y  a b a n k  t o  b e  
e l i g i b l e f o r  S 8 l C  f i n a n c i n g . 7 7 
Th e c h a r t  o n  p a g e  t w e n t y - f o u r  s h o w s  t h a t o f  t h e  f u n d s  
t h a t  w e r e  i n v e s t e d  b y  S 8 I C s , l o a n s  t o  s m a l l  b u s i n e s s e s c 6 m p r i s e d  
a b o u t  s e ve n - e i g h t h s  o f  t h e  t o t a l . C a p i t al s t o c k  o wn e r s h i p 
a c c o u n t e d  f o r  o n l y  a b o u t  o n e - e i g h t h o f  t h e f u n d s o n  m a r c h  3 1 , 
1 9 6 5 " 
S 8 l C  s t o c k - A d v a n t a g e s  a n d  D i s a d v a n t a g e s  
S o m e  S m al l B u s i n e s s  I n v e s t m e n t  C o mp a n i e s  h a v e o p e r a t e d  
s u c c e s s f u l l y  a n d  h a v e  e v e n  b e e n  a b l e  t o  8 e l 1  t h e i r  s t o c k  p u b l i c l y . 
S B l e  s t o c k  o w n e r s h i p  c an b e  v e r y  a t t r a c t i v e  t o  c e r t a i n  i n v 8 s t o r s 0 
S a l C s  a r e  a u n i q u e  f o r m o f  b u s i n e s s  o r g a n i z a t i o n  f o r  f o u r  r e a s o n s : 
1 0  Th e y  a r e  a n  i n s t i t u t i o n a l  s o u r c e  o f  e q u i t y  
c a p i t a l  ( an d  l o n g - t e r m l o a n s ) 
2 .  Th e y  al s o  h a v e  u n u s u a l  t a x  s t a t u s  
3 0  Th e y  a r e  a b l e  t o  g ai n  g r e a t  f i n a n c i  
l e v e r a g e  a l mo s t  i m m e d i a t e l y  
4 0  Th e y  e xi s t  u n d e r  t h e  a u t h o r i t y o f  S S A , 
a g o v e r n m e n t  a g e n c y e 7 8 
T h e  g r e a t e s t  a d v a n t a g e  o f  S ma l l  B u s i n e s s  I n v e s t m en t  
C O f fl p an i  e 8  i n v e s t o r s , ac c o r d i n g t o  t h e  C h i c a g o  S a l e  Di r e c t o r  
o f  t h e  ma l l  B u s i n e s s  A d m i n i s t r a t i o n ,  i s  t h e  l o v e r a g e a v a i l a b l e  
t h r o u g h S O A  d e b e n t u r e s  a n d o p e r a t i n g  l o an s . Th e g r e a t e s t  
d i s a d v an t a g e , o n  t h e  o t h e r h an d ,  i s  t h a t  wh e n  f i f t y  p e r c e n t  
o f  a n  S B I C ' s  p r i v a t e  c a p i t a l  a n d  s u r p l u s  i s  lo s t , t h e n  t h e  S B l e  
i s lU j. m p  r e d "  b y  S EH-\  r e g u l a t l o l s  a n d  t h e  d e b e n t u r e s m a y  i m m e d­
i a t e l y  b e  c al l e d  f o r  p ay me n t i n  f u l l Q 
a r  
rn a  
d i t  o n  
e t a x  a d  
h 
t a g e s  
i n e  h a s  e x c e l l e n t  
t 
r g e  a d  n t  e s  0 
o h o  d 8 
8 C ,  
s t  c $ 
s u m m a  z e d  b o t h  t h e  a d v a n  g e s  a n d  
s a d v a n t a g e s  o f  S 8 l C  s t o c k  o w n e r s  p .  
e a p p e  t o  i n d i vi d u a l  i n v e s t o r s i s  m a  m i z e d  
a s p e c i  f e a t u r e  o f  t h e  1 9 5 8  l a w .  I t  p r o  d e s  
t h a t  a n  i n v e s t o r  w h o s u s t a i ns a l o s s , e i t h e r  l o n g  
o r  s h o r t  t e r m , o f  a n y  s i z e  c a n  t r e a t  i t  a s  a n  
o f f s e t  a g ai n s t  r e g u l a r  i n c o m e ; i f  h e  m e s  a g a i n  
h o w e v e r ,  i t  i s  t r e a t e d  a s  a n  o r d i n a  c a p i  g a i n . 
( L o s s e s  o n  o r d i n a  c o mm o n - s t o c k  t r a n s a c t i o ns c a n  
b e  o f f s e t  n s t  i n c o m e o n l y  t o  t h e  e x t e n t  o f  
$ 1 , 0 0 0  a y e a r . ) 
T h i s m ak e s  t h e  x p r o v i s i o n  c o m b i n e d  w i t h  t h e  
s p e c u l a t i v e  n a t u r e  o f  t h e  s c k  o r  i n v e s t m e n t  
a n d  t h e  f a c t  t h a t  o n l y  a b o u t  o n e - f o u r t h o f  t h e  
5 8 1  p d i  d e n d s , m a k e s  t h  r s h a r e s  s u i t a b l e  
p r i m a r i l y  f o r  t h e  w e a l t h y e H e r m a n  E .  G o o d m a n , 
P r e s i d e n t  o f  t h e  F r a n k l i n  C o r p o r a t i o n , a l a r g e  
p u b l i c l y h e l d  S 8 I C ,  s u g g e s t e s  t h e  4 2% t a x b r ac k e t  
a s  t h e  p o i n t  a t  w h i c h  t h e  a d v an t a g e s  o f  t h e 
i n v e s t m e n t  b e g i n  t o  o u t w e i g n  t h e i r  s p e c i a l  
p r o b l e m s . F o r  t a x p ay e r s  f i l i n g  j o i n t  r e t u r n s , 
t h i s  m e a n s  a t  l ea s t  $ 3 2 , 0 0 0  o f  t a xa e i n c o m e . 
e s p e c i a l  p r o b l e m s  b e g i n  w i t h  t h e  f a c t t h a t  
S 8 I C i s  a r e  r a t h e r  d i f f i c u l t  t o  e v u e .  e 
c u s  m a r y  i n v e s t o r ' s  g a u g e  e a r n i n g s  p e r  s h a r e , 
i f  h a r d  a p p l y t o  t h e  b o f  p u b l i c l y h e  
S 8 I C s . a f e w  o f  t h e m h a v e  o p e r a t i n g  e a r n i n g s  
c e f  g o . e g r e  m a j o r i t y  o f  
p u b l i c l y  h e l d S 8 I C s i n v e s t  i n  s m a l l  c o m p an i e s  
p r i m a r i l y  f o r  c ap i t  g a i n s , a n d  t r y  d r  
o n l y  e n o u g h o p e r a t i n g  i n c o m e  t o  m e e t  t h e i r  o wn 
e e n s e s . 79 
To s u p p l e m e n t  s u m m a r y , i t  s h o u l d  b e  a d d e d  t h a t  
r e g a r d i n g  t h e  v al u a t i o n  o f  S B I C  s t o c k  i t  h a s  b e e n  i n t e d  o u t  
t � a t  n o  m o r e  t h a n  t h i r t y  i n  v i d u a l s  i n  
q u al i f i e d  t d e r m i n e  e " g o i n g  c o n c e r n  v 
s c o u n t r y  a r e  
u e "  o f  S 8 I C s . 8 0  
A 0 ,  i e g a r d s s t a t u s , s s e s  m a y  q u  i a s  a n  
o f  e t  n s t  o r d i n a r y i n c o m e ; b u t , t o  q u a l i f y 
t ,  1 a m o f  $ 5 0 , 0 0 0  p f i  
i n t  8 1  • 
P r o b l e m  C o m p a n i e s  
L a t  y ,  t h e  S ma l l  Bus i n e s s  A d m i n i s t r a t i o n  tl as b e e n  c ri t i c i z e d , 
b e c au s e  o f  t h e 6 8 6  S 8 I e s o p e r a t i n g o n  J u n e  3 0 ,  1 9 6 6 ,  2 3 7  w e r e  
c l a s s i f i e cl b y  S 8 A  a s  b e i n g  II p r o b l e m  c o m p a n i e s . n 
P r o b l em C l.a,s s i  f:i c a t i o n s  
I n  r e g a r d s  t o  t h e  p r o b l e m c o m p a n i e s  i t  w a s  r e p o r t e d  t o  
C o n g r e s s  t h a t : 
2 4  w e r e  i n a c t i v e  
3 7  
4L� 
7 6  
5 6  
2 3 7  
w e r e  a b o u t  t o  s u r r e n d e r  th e i r l i c e n s e s  
h a d  l o s t  a t  l e a s t  h a l f  t h e i r p r i v a t e  c a p i t al 
w e r e  b e i n g  s u e d  o r  i n v e s ti g a t e d  b y S S A  0 
h a d  s i g n i f i c an t l y v i o � t e d  S B A  r e g u l a t i o n s  8 , 
f\E.pr o ><i m a t e L o s,s e s  
A s  a r e s u l t o f  t h e  p r o b l e m c o m p an i e s , S B A  e s t i m a t e d  o n  
A p r i l  3 0 ,  1 9 6 6  t h a t i t  w a s  l i k e l y  t o  1 0 s 8  a bo u t  $ 1 8 , 0 00 , 0 0 0  o f  
t h e  S 6 8 , 5 0 0 , O O O  � t  h a d  lo a n e d t o  t h os e c o m p a n i e s . A t  t h a t t i m e  
S 8 A  h a d  n ea r l y  \.\; 3 0 0 , 0 0 0 (� 8 s t 8 d i n  t h e  t o t al S 8 I C  p r o g r am ; 
8 3  t h e r e f o r e , t h e  l o s s  ra t e  w a s  e x p e c t e d  t o  b e  a b o u t  s i x  p e r c e n t . 
O n e  o f  t h e  u n s u c c e s s f u l  S e l e s t h a t  w a s  a l s o  i n c l u d e d  i n  
t h e  l o s s  f i g u r e s  r e p o r t e d  b y  t h e  S m a l l  B u si n e s s  A d m i n i s t r a t i o n 
ej b UJ a s  t h e  8 1 o o m i. n g t o n  I n v e s t m e n t  C o r p o f  B l o o m :l n g t o n , I l l i n o i s � co r 
B e a sED s  f o r P r o b l e m s  
A c c o r di n g  t o  t h e  S ma l l  8 u s i n e s s  A dm i n i s t r a t i o n , t h e  ma j o r  
r e as o n s  f o r  t h e  p r o b l e m s  t h a t  h a v e  a r i s e n  a r e  t h a t  a b o u t  t h r e B ­
f o u r t h s  o f  t h e " !J r o b l e m  c o m p an i e s " w e l' e m i n i m Ll f !1  s i z e d , s i n g l e - o w n e r , 
v e a l  e s t a t e  i n v e 8 t� e n t  c O m � a n i e s  t h a t  e xp e r i e n c e d  g r e a t  o p e r a t i n g  
d i f f i c u l ti e s , w h i  S 8 A  h a d  s e v e r e  a d m i n i s t r a t i v e  p r o b l e ms of 
" . 1 " ' "  d '  t '  t '  t h  S 8 I C  8 5  1 C B o wn 1 n  r e g u  a � 1 n g ,  e xa m 1 n a � 1 n g ,  a n  1 n V e S " 1 g a 1 n g  ' "  e s .  
�3 [ C T I U l'j V I 
C U ilJ C L U S I 0 ['J 
G r o w t h  o f  t h e  S m a l l  B u s i n e s s  A d m i n i s t r a t i o n  
T h e  U n i t e d  s t a t e s  S m al l Bu s i n e s s  A d m i n i s t r a ti o n , a s  a n  
i nd �pe n d e n t  a g e n c y  o f  t h e  F e d e r a l  G o v e rn m e n t , i s  n o  l o n g e r  a n  
l n f an t o  A l t h o u g h  i t  h a s  B x i s t e d  o n l y f o u r t e e n y e a r s , d o l l a r - w i s e  
i t  g r e w  q u i c k l y  f ro m i ts o r i g i n al r e v o l v i n g  f u n d  a p p r o p ri a t i o n  o f  
""', r= () • 1 1  
. ' , 9 c:: 386, b . 1 1  . 8 0 0 . 1 1  . . 1 9 6 7  fJI B :�; ? flU ' � o n  J. n  'I ;7 ,  "G O a il e  J. � o n  � m J.  . .:i. o n  J n • y 
J u n e  3 0 , 1 9 6 6  i t  h a d  a p p r o v e d  a l mo s t  t h r e e  bi l l i o n d o l l a r s  i n  
b u s i n e s s  l o em sffian d  h a d  m a d e  el v e r  an o t h e r  o n e  b :L l l i o n  d o lla r s o f  
f u n d s  a v ai l a b l e  t o  s m al l  b u s i n e s s e s , t h r o u g h  S m a l l  B u s i n 8 s s  
j' . J C . 8 9  . n v e s � m en G o m p a n J 8 8 . 
S B A  h a s  a s s i s t e d  a b o u t  t w o  p e r c e n t  o f  o u r  s m a l l  b u s i n e s s e s , 
as s t a t e d  i n  t h e  i n t r o d u c t i o n . I n  r e g a r d s  t o  t h e  s i z e  o f  t h e  
S ma l l B u s i n e s s  A d m i n i s t r a t i o n ' s  e ff o r t i ts n a � a d m i n is t r a t o r h a s  
s t a t e d  t h at " i n  t e r m s  of N a ti o n a l  n e e d s  a n d  t o t a l  d em a n d ,  o u r  
p r o g r a m s  a r e  s m al l . T h e y  a l way s w i l l  b e e H o w e v e r ,  w e  c a n  n o t  
a l l o w  t h em t o  b ec o m e  r o u t i n e o p B r a t i o n s � W e  m u s t c o n s t a n t l y  s e e k  
, � . 1- 1  . f' f' i '  " 9 0 t. o a p p  1 Y 'C 1 1 8  m lU J. · ... 'j m a ), l.  fil u m  e 8 0  � l.  \/ 8 n  a s  s � . 
C ri t i c i s m s  a n d De f e n s e s  o f  S S A  
I n  r e g a r d s  t o  t h e  €) f f e c t i v 8 n e s s  o f  t h e  S m el l  B u s i n e s s  
A d m i n i s t r a ti o n , S S A h as b e e n  c a l l e d  a f ai l u r e  a n d  a was t e  b y  e o n e  
s ou J.' c e s  � Tl10 s e  t h a t h a v e  c r i  t i c i z e d  S B A  h a v e  s a i d  t h c:d;; t h e  S ma l l  
B (J s i. l"l e cI S  A dmi n :l s  t 1' 2\ t i. o n  11 6.S n o t  j w s t :!. f ie d i ts 8 )d. s  'i; ('HIC l.;J ; i t 8  
o p e r a t i o n  i s  c o s t l y  D n d  i ts 1 0 8 s e 8  h a v e b e e n  t o o  g r ea t ;  i ts 
i m p a c t on s n a l l  b u s i n e s s  p r O O l e W [3 h a s  b e e n  n e g l i g i o l e ; 9 1 and 
t h e  S B I e s h a v e  b e e n  v e r y  d i s s a p p o i n t i n g . 9 2  
O n  t h e  o t h e r  h an d ,  t h o s e  t h a t  d e f e n d  t h e  e f f o r t s o f  t h e  
S m a ]. l  B u s i  n 8 S �S I-\ d rn l  n l s  t J.;' t.:l  t i  o n  h a  v G p o  i n t e d  CII.J t t h  a t  S m a l l  
G tE 1 n l3 8 8  h as n o  o t h e r  r e a l  r e p r e s e n t a t 1. o n  i n  Go v e r n m e n t  a s  o t h f.n'  
i n � a r 8 s t  g � o u p s ; t h e r e  h e a b e e n  a t r s Q s n d o u s  g r o w t h  i n  t h e  d e m a nd 
f o r  S B A R s  s s r vi c 8 s ; S B A ' s  a p p r o p r i a t i o n  b i l l  h a d  t h e  l e a s t c ut 
o f  al l Fe d e r al a g e n c i e s l a s t  y e a r , e v e n  wi t h  a w l'  m i l i t a r y  i n v o l v e -
n S f'l t  i n  \/ j. r;d, 
. 9 r r ;H:�  0 \J e :C'J. n �J • 
; a n d  t h e  S m a l l  B u s i n e s s  I n v e s t m e n t  C o m p a n i e s  a r e  
F e n t al t u r e  o f  
A l l  a r g u me s a s i  t h e  1 B u  n e s s  A s t r a  o n  i s  
a p o l i c a l  c r e a  o n .  s i s  t h e  o n e  i n g , a b o v e  1 o t h e r s , 
t h a t  l i m i  S B A ' s  e f f e c t i v e n e s s .  Th e S m a l l B us i n e s s  A d m i n -
i s t r a  o n  e t s  w i t h i n  t h e  f r a m e w o r k  o f  a p o l i t i c a l s t r u c t u r e . 
F r o m  t h a t  s am e  s t r u c t u r e , w i t h  i ts v o t i n g  a n d  p o w e r  d i s p a r i ti e s , 
s t e m s  S B A ' s  t - t t h e  r u l e s  u n d e r  w h i c h  i t  m u s t  w o r k ,  
a n d  t h e  m o n e y  w i t h  wh i c h  t o  c a r r y  o u t  i t s p r o g r am s @ 
N a t u r  l y , t h i s  h as a f f e c t e d  e v e n  t h e  d e s i g n  o f  t h e  1 
B u  n e s s  A d m i n i s t r a o n s ' s  p r o g r am s . F o r  i n s t an c e , i t s l o an 
h a v e  t h e  t y p i c  g o v e r n m e n t a l  c h a r a c t e r i s t i c s  a n d  
r o c u r e m e n t  a c t i vi t i es a r e  s o m e w h a t  t ai l o r e d  t o  p o l i t i c al 
P r i o r i t i e s  i n  l e n di n g  h a v e  b e e n  e s t a b l i s h e d  t h a t  c o  i d e 
t h e  A d mi n i s t r a ti o n ' s  N a t i o n a l  o b j e c t i v es a n d  o ne l o an 
p ro g r a m -- t h e  E c o n o m i c  O p p o r t u n i t y  Lo a n  p r o g r am-- i s  d i s t i n c t i v e l y  
f l a v o r e d  w i t h  t h e  s p i c e s  o f  b i g g e r  o b j ec t i v e s , s u c h  a s  t h e  
" Wa r  o n  P o v e r t y e "  
Y e t ,  e v e n  w i t h  i t s l i m i t a t i o n s  t h e  g o a l  o f  S B A , a s  o f  a 
o r g a n i z a t i o n , i s  t o  o p e r a t e  e f f i c i e n t  i n  i g i v e n  e n  r o n m e n t @ 
H as e S ma l l  B u s i n e s s  A d m i n t r a ti o n b e e n  s u c c e s s f  i n  t h a t  
r e s p e c t ?  Th i s  i s  a n  i m p o r t a n t q u e s ti o n s B u t  f u r th e r ,  w e  a r e  
a s k i n g  i f  S B A  i s  d o i n g  a n  e f f e c t i v e  j o b  i n  r e g ar d s i t s  
C o n g r e s s  i o n  m a n d a t e ,  o f  a i d i n g  s ma l l b u s i n e s s @ 
e t y  o f  5 I S  p r o g r am s , i t  i s  n o t  p o s s i b l e h e r e  
e a c h  a s p e c t  o f  e 
f e w  g e n e  c o mm e n  
1 e s s  A d m i n i s t r a 
c an b e  m a d e "  
S u mm a r y  C o m m e n t s o n  S B A  
o n  .. 
I t h o u g h  e S 1 B u  n e s s  A t r a  o n  i s  
i n v e n  o n , t h e  r e a s o n  f o r  i t s c o n c e  o n  s e e m s  t o  
e ,  c o n s i d e r i n g  s o m e  o f  t h e  d e  c i e n c e s  o f  
i n  n g  t h e  d e m a n d s  o f  s m  1 b u s i n e s ., n g  
i n  o f  1 , o f f i c e r  o f  C a n  n e n t  
1 L o a n  D e p a r  e n t  r e e  t t h i s  p a r c 
t o  t h e g r e a t 
e v al u a t e  
w e v e r , a 
a p o l i t i c  
b e  u n d e r-
o u r  e c o n o  
i n t e r  e w  
o f  I I  n o i s ' s  
a r  y e e n t  
i f  W E! C O n S i r1 (3 I'  t h a t s o m e  lJ an k e :c s  a r e  a p p a t tl e t i c  l ac C O U I' Cl g r,;  
i t h R  a r e a  o f  l o a n s  s m a l l  i n 8 s 8 e 8 $ 
F i n a ne i  0.,1 li s s,i,s t a,n,c.§, 
I n  p r o v i d i n g  n an c i al a s s i s t a n c e  t o  s m al l b u s i n e s s , S B A ,  
i n  f u n c t i o n , i s  l i k e  a b a nk . B a n k s  c an o n l y  s u p p l y  l o a n s . The 
s a r e  p r o g r am is t h e  o n l y  o n e  of t h e  S m al l B u s i n e s s  A d m i n i s t r a t i o n O s  
p r o g r a m s  wh i c h  i s  d e s i g n e d  t o  m a k e  c a p i t al f u n d s  a va i l a b l e t o  
s m al l b u s i n es s .  Th a t  p r o g r a m  h a s  a l s o  b w r n e d  o u t  t o  b e  a l o an 
p r o g r am 0 S i n o e  S mal l B u s i n e s s  I n v e s t m e n t  C o m p an i es h a v e  m a d e  
o n l y  a b o u t  o n e- e i g h t h  o f  t h e i r i n v e s t m e n t s  i n  t h e  f o r m  o f  c a p i t a l 
i n v e s tm e n t s  i n  s m a l l b u s i n e s s e s 1  t h e s u p p l y  o f  � q u i t y  f u n d s  s e e m s  
s m al l  wh e n  c o m p a r e d  t o  t h e s u p p l y  o f  l o an f u n d s . 
T h e  d is t i n c t i o n  b e t w e e n  c ap i t al a n d  l o an f u n d s i s  n o t  
s i m p l y  a c a d e m i c ;  c ap i t a l  f u n d s  a r e  v i t a l l y  i m p o r t a n t  t o  t h e  
s u r vival o f  s m a l l  b u s i n e s s e s .  Th i s  f a c t  b e c o m e s  of p r a c t i c al 
i mp o rtanc e  i f  we co n s i der t h a t , f o r  in s tan c e , t h e  V i c e - R r e si d e n t  
of C o n t i n e n t a l  B a n k  o f  I l l i n o i s ' s  S m al l  L o a n  D e p ar t m en t h a s  
f o u n d  t h e  l a c k  o f  c ap i t al t o  b e  t h e  f o r e m o s t p r o b l em o f  s m a l l  
b u s i n e s s es • 
.IYl,an�ag e m ent A s s i s t a n c e  
I n  p r o v i d i n g  m an a g e m e n t a s s i s t an c e ,  S B A ' s  p ro g r e s s  h a s  b e e n  
s l o w ,  a s  i t  i s  mu c h  mor e d i f f i c u l t  t o  s u p p l y  m a n a g e me n t  k n o w l e d g e  
t h a n  t o  s u p p l y  d o l l ar s a P r o g r e s s  h e r e  wi l l  c o n t i n u e t o  b e  s l o w ; 
b u t  t h e  S ma l l  B u s i n e s s  A d mi ni s t r a ti o n ' s  e f f o r t s  w i l l  b e  g r e a t l y  
cl a d  b y  t h e  II S C ORE H p ro g r a m "  
P r o c u r e m en t  A s s i s t an c �  
Th e S � a ll B u s i n e s s  A d m i n i s t r a t i o n  h as e vi d e n t l y  h a d  s o m e  
r e s i s t a nc e , e s p e c i al l y  f r o m  th e D e f e n s e D e pa r tme n t . I t s j o i n t  
s e  a s i d e  p r o g r a m  w a s  n o t  v e  e f f e c ti v e .  H o w e v e r ,  S B A I S  
" c e r t i fi c a t e s  of c o m p e t an c y " s e e m  t o  b e  u s e f u l  a n d  uJO r t h wh i l s 9 
I n  e f u t u r e ,  t w h o l e  a r e a  o f  p ro c u r e m e n t  c o ul d  u n d e r g o  
s o m e  c h an g es , s p e c i f i c a l l y  i n  r e g a r d s  t o  t h e  d i s t ri b u t i o n  o f  
d e f e n s e  c o n t r a c t s  a m o n g  t h e  s t a t e s . A s  r e p o r t e d  i n  
a r e c e n t  s t u d y  o f  f e n s e  pa r tm e n t  c o n t r ac ti 
v e c n c e n t �a t e d  i n  a h a n d f u l  s 
t h an p m e  c o n t r a c  u n l i  y a t  S B A  c a n  d o  
m u c h  n g  a i t s p r o g-r a ms c o  
b e c o m e  m o r e  e f f e c  p o l i  e s  r e g ar n g  s 1 
b u  n e s s  a r e  a do p t e d  i n  t h e  f u t u r e  b y  t h e  D e f e n s e D e p ar tm e n t .  
I n  i t s S m a l l  B U s i n e s s  I n v e s t m e n t C o m p an y  p r o g r am ,  S B A  f o u n d  
i f i n  a n  u n f o r t u n a t e  p o s i t i o n . T h e  e x c e l l e r a t e d  g r o wt h  i n  t h e  
f i e l d ,  r a t i v e  S B A ' s  a d m i  s t r a  v e  r e s o u r c e s , c r e a t e d  s e v e r e  
a d m i n i s t ra t i o n  d i f f i c u l ti e s  a n d  p r o v e d  e s t i n g  r e g u l a t i o n s  
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